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1947* 


1946*§ 


Sales  —  Earnings  —  Taxes  —  Dividends 

Dollars  Per  Share  Dollars  Per  Share 

Net  Retail  Sales .  .  $304,721,000  $129.45  $265,412,000  $112.98 


Profit  Before  Taxes . 

Federal  Income  Taxes . 

Net  Profit  After  Taxes  ... 

Minority  Interests . 

Preferred  Dividends . 

Net  Profit  Applicable  to  Common  .  .  . 

Common  Dividends . 

From  the  Balance  Sheet 

Customers’  Balances . 

Inventories . 

Working  Capital . 

Long-Term  Debt . 

Cap.  Stock  &  Surplus  (excl.  minority  ints.) 

Statistics* 

No.  Times  Preferred  Dividends  Earned  . 

No.  of  Shares  of  Preferred  Outstanding  . 

No.  of  Shares  of  Common  Outstanding  . 

Current  Ratio . 

Book  Value  per  share  of  Common  .  .  . 

•Year  ended  following  Jan.  31st  or  nearest  Saturday  thereto. 
tComputed  on  basis  of  average  number  of  shares  (2.354,717 
on  number  of  shares  outstanding  at  year-end. 

§Figures  for  1946  do  not  reflect  adjustments  resulting  from 


18,353,000 

7.79 

21,128,000 

8.99 

7,625.000 

3.24 

8,830,000 

3.75 

10,728.000 

4.55 

12,298,000 

5.24 

334,000 

.14 

439.000 

.19 

544,000 

.23 

547,000 

.23 

9,850,000 

4.18| 

11,312,000 

4.82 

3,828.000 

1.62  5* 

3,036.000 

1.315* 

32,679,000 

13.88 

26.052,000 

11.09 

27,977,000 

11.88 

28,500,000 

12.13 

52,671.000 

22.38 

56,872,000 

24.21 

12,920,000 

5.49 

21,799,000 

9.28 

70,940,000 

— 

65.696.000 

— 

1947 

1946§ 

19.11 

21.68 

126,025 

128,610 

2,354,013 

2, 349,185 

3.01 

4.41 

$24.78 

$22.49 

i  outstanding  during  the  year.  Same  result  obtains  if  computed 
recomputation  of  Luo. 
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Dear  Fellow-Stockholder: 


1947  Earnings  were  $4.18  per  share  of  common  compared  with  $4.82  in  1946. 
Sales  of  $304,721,000  reached  an  all  time  high  due  not  only  to  higher  prices  but 
more  important  to  a  gain  of  5.6 %  in  transactions.  The  common  stock  Dividend 
Rate  was  increased  to  $2  per  share.  The  Equity  of  each  common  share  was 
increased  by  $2.29  with  a  resulting  year-end  book  value  of  $24.78  per  share. 
Long-term  Debt  was  reduced  $8,879,000  and  more  favorable  leases  were  arranged 
at  Filene’s  and  Abraham  &  Straus. 

We  were  faced  with  Rising  Operating  Costs.  In  relation  to  sales,  Payroll 
Costs  increased  0.5%  and  other  expenses  increased  1.1%.  Markdowns  were  about 
normal  for  the  year  as  a  whole  since  the  heavy  reductions  in  the  first  six  months 
were  almost  offset  by  the  improved  experience  of  the  latter  part  of  the  year. 

The  use  of  the  “Lifo”  inventory  method  by  department  stores  was  approved 
by  the  Bureau  of  Internal  Revenue,  thus  assuring  the  long-sought,  substantial 
protection  against  inventory  devaluation  in  the  event  of  declining  prices. 

The  New  Foley  Store  was  opened  in  October  and  is  enjoying  a  satisfactory 
volume  of  sales.  The  purchase  of  Halliburton’s  in  Oklahoma  City  gives  Fed¬ 
erated  its  second  store  in  the  Southwest,  and  provides  still  greater  geographic 
diversification.  The  Branch  Store  Program  was  accelerated  by  the  purchase  of 
Peck’s  in  Lewiston,  Maine;  Ware’s  in  New  Rochelle,  New  York;  and  the  pur¬ 
chase  or  leasing  of  sites  for  four  branches  in  Ohio  and  one  on  Long  Island. 
The  new  Abraham  i?  Straus  building,  replacing  a  portion  of  the  store,  was  fully 
occupied  in  the  early  part  of  1947  and  is  proving  of  benefit  to  the  entire  operation. 

The  report  which  follows  discusses  all  of  these  matters  in  detail. 
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DIVIDENDS  Federated  has  enjoyed  an  un- 
broken  record  of  dividends  since 
the  first  dividend  was  declared  in  1931.  On 
August  1,  1946  the  common  stock  of  the  Com¬ 
pany  was  split  2  for  1.  A  dividend  of  $1.50  had 
been  paid  on  the  old  stock;  this  rate  was  con¬ 
tinued  on  the  split  stock  thereby  doubling  the 
dividend.  In  January,  1948,  the  dividend  was  in¬ 
creased  to  a  new  annual  rate  of  $2  which  is 
equivalent  to  $4  on  the  stock  before  the  split. 

In  1947*,  $6,022,272  was  retained  in  the  busi¬ 
ness  after  paying  dividends  of  $4,371,930.  This 
compares  with  $8,275,849  retained  during  the 
preceding  year  after  dividend  payments  of 
$3,582,919.  Federated’s  use  of  the  Lifo  method  of 
valuing  inventories  (discussed  below)  gives  ad¬ 
ditional  stability  to  earnings. 

It  is  the  intention  of  the  Board  of  Directors  to  maintain  the  $2  rate  until  sound 
financial  management  dictates  the  need  for  a  change  in  policy. 


LI  FO|  In  1941  the  then  existing!  Federated  stores  elected  to  use  the  Lifo  method 
Qf  jnventory  valuation.  As  of  today,  approximately  78%  of  our  stores’ 
inventory  valuation  is  stated  on  this  basis.  There  was  some  question  concerning 
the  right  of  department  stores  to  follow  this  method  of  accounting  for  purposes  of 
computing  income  and  excess  profits  taxes.  Our  stores,  together  with  a  few  other 
department  store  chains,  nevertheless  continued  to  use  Lifo,  and  within  the  past 
few  months  the  Commissioner  of  Internal  Revenue  has  issued  a  Regulation  which 
recognizes  the  use  of  Lifo  for  the  future  by  all  retailers  and,  for  prior  years,  by 
those  who  consistently  filed  their  income  tax  returns  and  reported  to  stockholders 
on  this  basis. 

Now  that  our  stores  have  full  authority  to  use  the  Lifo  method,  it  seems  appro¬ 
priate  to  emphasize  the  singular  importance  of  this  subject  to  our  company.  Lifo 
has  the  effect  of  charging  current  operations  with  the  cost  of  the  last  items  of  mer¬ 
chandise  purchased  instead  of  charging  on  the  basis  of  the  average  cost  of 
merchandise  on  hand  at  the  beginning  of  the  year  plus  purchases  during  the 
year.  Obviously,  therefore,  in  a  period  of  rising  prices,  such  as  we  have  been 

°As  used  throughout  this  report,  the  year  1947  refers  to  the  52  weeks  ended  January  31,  1948. 
t Abraham  &  Straus,  Bloomingdale’s,  Filene’s,  Lazarus  and  Shillito’s. 
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experiencing  in  recent  years,  the  effect  is  to 
cause  lower  earnings  to  be  reported  than  other¬ 
wise  would  be  the  case.  Likewise,  in  a  period  of 
rising  prices,  the  inventory  is  valued  on  the  bal¬ 
ance  sheet  at  a  figure  below  replacement  cost, 
with  a  related  reduction  in  the  surplus  account. 

In  a  period  of  declining  prices,  it  follows  that 
earnings  would  be  greater  on  the  Lifo  basis  than 
would  otherwise  be  the  case. 

The  influence  which  Lifo  has  had  and  will  con¬ 
tinue  to  have  on  the  reported  earnings  of  the 
company,  as  well  as  the  general  lack  of  under¬ 
standing  of  the  subject,  prompts  us  purposely  to 
disregard  certain  highly  technical  aspects  in 
order  to  provide  a  simple  explanation  of  the  basic 
principle  involved. 

The  adjustment  of  inventory  values,  in  keeping  with  the  Lifo  principle,  is 
accomplished  through  the  use  of  a  series  of  price  indexes  prepared  by  the  Bureau 
of  Labor  Statistics.  An  increase  in  the  price  level,  when  applied  to  the  replacement 
value  of  an  inventory,  results  in  a  downward  adjustment,  thus  removing  the 
influence  of  a  rise  in  the  price  level.  The  specific  results  of  this  technique  with 
respect  to  1947  may  be  used  to  demonstrate  this  point. 

The  replacement  cost  of  our  stores’  inventories  ( at  the  lesser  of  cost  or  market ) 
amounted  to  $36,773,072  as  of  January  31,  1948.  During  1947,  the  price  level 
of  a  composite  department  store  inventory  increased  by  10.3%.  The  applica¬ 
tion  of  this  increase  in  keeping  with  the  Lifo  principle  resulted  in  a  downward 
adjustment  in  the  January  31,  1948  inventory  amounting  to  $2,485,558.  This 
adjustment,  when  added  to  past  adjustments  of  $6,310,749,  results  in  a  balance 
sheet  value  on  the  Lifo  basis  of  $27,976,765.  It  is  apparent  that  the  direct  result 
of  a  reduction  in  the  stated  value  of  the  ending  inventory  produces  a  higher 
cost-of-goods  figure  with  the  result  that  pre-tax  profit  is  decreased  by  a  like 
amount.  In  other  words,  had  there  been  no  increase  in  the  price  level  (and 
hence  no  Lifo  adjustment),  Federated’s  pre-tax  profits  would  have  been  greater 
in  1947  by  $2,485,558.  The  1947  profits  after  taxes,  preferred  dividends  and 
minority  interests,  amounting  to  $4.18  per  share,  would  have  been  62^  greater 
had  there  been  no  adjustment  for  Lifo.  A  decline  in  1947  prices  would  have 
produced  opposite  results  (though  not  necessarily  in  exact  inverse  ratio),  since 
an  upward  adjustment  of  inventories  would  obviously  result  in  a  decrease  in  the 
cost-of-goods  figure  and  pre-tax  profits  would  be  increased  by  a  like  amount.  By 
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reference  to  the  table  below,  it  may  be  seen  that  many  such  adjustments  would 
be  possible  before  exhausting  the  cumulative  adjustments  which  the  Federated 
stores  using  Lifo  have  made  during  the  past  seven  years. 

During  the  six-year  period,  when  there  was  some  question  regarding  our  right 
to  use  Lifo ,  our  stores  used  indexes  prepared  by  the  National  Industrial  Confer¬ 
ence  Board.  The  Regulation  of  the  Bureau  of  Internal  Revenue,  however,  approves 
the  use  of  price  indexes  prepared  by  the  Bureau  of  Labor  Statistics.  These  BLS 
indexes  have  been  used  in  recomputing  the  Lifo  adjustment  for  all  prior  years. 
These  recomputations  decreased  our  previously  reported  net  profit  after  taxes 
for  the  seven  years  ended  February  1,  1947,  by  the  net  amount  of  $47,909,  which 
has  been  charged  directly  to  surplus.  The  ten-year  comparison  of  earnings  appear¬ 
ing  in  the  table  on  page  27  has  likewise  been  adjusted  to  reflect  these  recom¬ 
putations  for  prior  years,  which  include  other  technical  changes  necessitated  by 
the  Regulation  of  the  Bureau  of  Internal  Revenue. 

The  future  price  level  cannot  be  foretold.  If  prices  continue  to  rise,  Lifo  will 
eliminate  so-called  inventory  profits  for  most  of  our  stores  and  remove  the 
necessity  of  paying  income  taxes  on  such  inventory  profits.  On  the  other  hand, 
in  the  event  of  declining  prices  in  the  future,  we  have  a  substantial  cushion  in 
our  inventory  valuation  to  absorb  price  declines  without  the  necessity  of  charging 
them  against  earnings. 


EFFECT  OF  LAST-IN-FIRST-OUT  METHOD  OF  INVENTORY  VALUATION 
ON  PRE-TAX  AND  AFTER-TAX  PROFITS  AND  YEAR  END 
INVENTORIES  WITH  CUMULATIVE  ADJUSTMENTS  THERETO 


Yearf 

PROFIT  BEFORE  TAXES 

PROFIT  AFTER  TAXES  AND  MINORITY 
INTERESTS 

VALUATION  OF 

YEAR  END  INVENTORY 

Cumulative 

Devaluation 

Of  Inventory 
(1941-1947) 

Without 

Lifo 

Adjustment 

.After 

Lifo 

Adjustment 

Without 

Lifo 

Adjustment 

Per 

Share0 

After 

Lifo 

Adjustment 

Per 

Share0 

Based  on 
Lower 
of  Cost  or 
Market 

On  Lifo 
Basis 

1941 

$  8,430.000 

$  6,793,000 

$  3,544,000 

$1.62 

$  2,972,000 

$1.32 

$17,645,000 

$16,509,000 

$1,136,000 

1942 

9,917,000 

8,673,000 

3,257,000 

1.48 

3,041,000 

1.36 

20,258,000 

17,879,000 

2,379,000 

1943 

14,463,000 

13,895,000 

4,013,000 

1.84 

3,889,000 

1.78 

21,248,000 

18,301,000 

2,947,000 

1944 

18,889,000 

18,384,000 

4,308,000 

1.93 

4,219,000 

1.88 

21,462,000 

18,010,000 

3,452,000 

1945 

20,390,000 

19,692,000 

5,163,000 

2.22 

4,969,000 

2.13 

23,568,000 

19,418,000 

4,150,000 

1946 

23,617,000 

21,456,000 

13,333,000 

5.44 

12,043,000 

4.89 

35,139,000 

28, 828, 0(H) 

6,311,000 

1947 

20,839,000 

18,353,000 

11,848,000 

4.80 

10,394,000 

4.18 

36,773, 000 

27,977,000 

8,796,000 

fYears  ended  following  January  31st  or  nearest  Saturday  thereto. 

°Per  share  figures  apply  to  parent  company  common  after  preferred  dividends  and  minority  interests  and  have  been  adjusted  to  reflect 
the  2-for-l  stock  split  on  August  1,  1946. 


Part 


1947  OPERATING  RESULTS 


c  Angiitis***  |  Net  profit  after  taxes  and 

EARNINGS  I  .  ..  . 

f  minority  mterests  in  1947 

was  $10,394,202  compared  with  $11,858,768 
in  1946.  These  profits  included  only  three 
mon ths’  operations  in  the  new  Foley  store,  six 
months  at  Halliburton’s  in  Oklahoma  City, 
and  one  month  at  Ware’s  in  New  Rochelle. 

Improved  earnings  in  the  last  half  of  the 
year  were  not  sufficient  to  overcome  the  re¬ 
duced  earnings  of  the  first  six  months,  which 
were  much  lower  than  the  comparable  period 
of  the  preceding  year.  The  reduction  in  earn¬ 
ings  was  brought  about  by  a  decline  of  the 
gross  margin  ratio,  by  the  fact  that  the  preced¬ 
ing  year  included  a  non-recurring  profit  after 
taxes  of  $444,884  from  the  sale  of  real  estate 
not  used  in  operations,  and  by  an  expense 
level  which  was  higher  both  in  dollars  and  in 
relation  to  sales. 

An  increase  of  $7,300,000  in  payrolls  ac¬ 
counted  for  nearly  half  of  the  total  increase 
in  expenses  which  amounted  to  $14,800,000 
or  1.6%  of  sales.  The  increase  in  payrolls  was 
brought  about  by  ( a )  increases  in  wage  rates 
and  weekly  earnings  to  more  than  18,000  em¬ 
ployees  (average  for  year)  which  produced 
the  greatest  effect  on  payrolls,  (b)  additional 
employees  necessary  to  handle  increased  vol¬ 
umes  and  restore  more  prewar  services,  and 
(c)  payrolls  in  newly  acquired  stores  ( a  minor 
consideration  in  terms  of  the  total). 


The  net  sales  of  $304,721,000  rep¬ 
resents  a  gain  of  15%  over  the  pre¬ 
ceding  year.  Our  stores  in  Boston,  Brooklyn, 
Cincinnati,  Columbus,  and  New  York  ac¬ 
counted  for  $30  million  or  77%  of  the  $39  mil¬ 
lion  gain.  The  increase  in  net  sales  represents 
a  continuation  of  a  long  established  pattern. 
( See  10-year  comparisons  on  page  27 ) . 

We  review  the  Federal  Reserve  Board  In¬ 
dex  of  Department  Store  Sales  constantly  in 
order  to  evaluate  the  competitive  position  of 
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our  stores  in  the  communities  which  they 
serve.  In  1930,  our  stores  were  obtaining  17.5 
cents  out  of  each  dollar  spent  in  department 
stores  in  a  composite  community  consisting 
of  the  cities  served  by  Federated.  By  1947  this 
figure  had  grown  to  26.3  cents.  In  other  words, 
of  the  total  dollars  spent  in  department  stores 
in  Federated  communities,  our  stores  have 
obtained  a  constantly  increasing  share  of  the 
consumer’s  dollar.  The  preceding  chart  com¬ 
pares  the  sales  increases  of  our  stores  in  1947 
with  the  increases  of  department  store  sales 
in  each  Federated  city  as  reported  by  the 
Federal  Reserve  Board. 

It  is  significant  that  the  sales  increase  was 
not  entirely  due  to  rising  prices.  With  but  one 
exception,  each  Federated  store  showed  a  gain 
in  transactions,  the  increase  for  Federated  as 
a  whole  amounting  to  5.6%. 

That  there  was  a  shift  in  the  type  of  mer¬ 
chandise  sold  may  be  demonstrated  by  the 
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Retained  Earnings  and  Dividends 
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TAXES 


DIVIDENDS  1.4< 

* 

•Includes  0.1<  for  Minority  Interests 


fact  that  the  greatest  gains  in  sales  occurred 
in  our  basement  stores  where  transactions 
showed  an  increase  of  17%  and  where  dollar 
volume  increased  24%.  Similarly,  there  was  a 
marked  increase  in  sales  of  the  so-called  hard 
lines  (such  as  major  appliances)  which  were 
available  in  greater  quantities  during  1947 
than  in  the  preceding  year. 

The  sales  of  apparel  and  other  soft  lines, 
while  greater  than  in  the  preceding  year,  did 
not  match  the  15%  advance  in  total  sales. 
Shortages  in  these  lines  became  less  pressing 
in  the  Spring.  As  the  year  progressed  there  was 
noticeable  improvement,  but  the  Fall  season 
was  not  sufficiently  good  to  offset  the  early 
months.  However,  the  “new  look”  has  caught 
the  customers’  fancy,  and  acceptance  of  this 
style  change  has  done  much  to  improve  ap¬ 
parel  sales. 


The  gross  margin  de¬ 
clined  from  33.4%  in 

1946  to  33.1%  in  1947. 

In  the  Annual  Report  for  1946,  it  was  noted 
that  greater  markdowns  were  instituted  dur¬ 
ing  the  latter  months  of  that  year  to  clear 
stocks  and  open  the  way  for  replacement  with 
better  quality  merchandise.  Improved  values 
came  on  the  market  continually  in  the  Spring 
of  1947,  thus  necessitating  still  more  mark- 
downs  in  that  season.  As  merchandising  con¬ 
ditions  returned  to  a  more  normal  pattern, 
this  situation  cleared  itself. 

Distribution  of  Sales  Dollar  —  The  cost  of 
goods  sold  absorbed  66.9  cents  of  each  sales 
dollar.  This  figure  was  determined  in  accord¬ 
ance  with  generally  accepted  methods  of  retail 
accounting  and  includes  the  payroll  of  em¬ 
ployees  who  created  goods  and  services  that 
were  sold  directly  to  customers;  i.e.,  work  room 
employees,  garage  attendants,  etc.  The  dis¬ 
tribution  of  the  remaining  33.1  cents,  rep¬ 
resenting  the  gross  margin,  is  shown  in  the 
accompanying  chart. 


GROSS  MARGIN 
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np^pu/Aiiif-r  kThe  increase  in  custom- 

RECEIVABLES 

reflects  a  return  toward  prewar  ratios.  There 
was  a  moderate  increase  in  30-day  accounts 
and  a  large  growth  in  the  number  of  custom¬ 
ers  using  instalment  and  deferred  payment 
facilities. 

During  1947,  three  of  our  stores  adopted  a 
type  of  credit  accommodation  which  has  been 
in  use  in  our  other  stores  for  some  time.  This 
plan  introduced  a  third  type  of  receivable  so 
that  we  now  have  ( 1 )  the  customary  monthly 
charge  account;  (2)  the  instalment  plan,  used 
principally  in  the  purchase  of  furniture  and 
major  appliances;  and  (3)  the  new  “revolving 
credit”  account,  used  primarily  for  the  pur¬ 
chase  of  so-called  soft  line  merchandise.  This 
latter  type  of  credit  provides  a  method  where¬ 
by  the  customer  may  make  purchases  up  to 
an  approved  total  amount,  pay  regularly  to 
reduce  the  balance,  and  thus  open  the  way 
for  still  more  purchases. 

Sale  of  Instalment  Accounts  —  An  increase 
of  $6,600,000  in  total  receivables  over  1946 
will  be  noted  in  the  balance  sheet  on  page  20. 
This  increase  would  have  been  larger  were  it 
not  for  the  fact  that  during  the  year  we  sold 
most  of  our  instalment  accounts.  This  policy 
enables  us  to  minimize  our  investment  in  re¬ 
ceivables.  We  are  thus  able  to  utilize  our  re¬ 


sources  for  merchandising  purposes,  and,  at 
the  same  time,  remain  fully  competitive  in  the 
sale  of  merchandise  on  credit. 

t  The  balance  sheet  value 

INVENTORIES  |  of  inven,ories  amounl. 

ing  to  $27,976,765  is  moderately  below  last 
year.  The  effect  of  Lifo  on  the  value  of  our 
inventories  is  fully  described  on  page  4. 

87.8%  of  our  inventory  was  less  than  six 
months  old  at  year  end  compared  with  85.3% 
at  the  close  of  1946. 

At  January  31,  1948,  our  inventories  were 
equivalent  to  56  days’  sales.  Forward  orders 
represented  44  days’  sales.  The  combined  fig¬ 
ure  (stock  plus  commitments)  was  100  days, 
which  was  slightly  less  than  a  year  ago. 

There  is  perhaps  no  one  figure  which  we 
watch  more  closely  than  the  ratio  of  stocks  and 
commitments  to  the  sales  forecast.  Constant 
review  of  this  ratio  permits  the  maintenance 
of  stocks  at  levels  which  in  total  bear  a  satis¬ 
factory  relationship  to  sales. 

k  Our  invest- 

LAND  &  BUILDINGS  |;m(| 

buildings,  and  leasehold  improvements  was 
about  the  same  at  the  end  of  the  year  as  at  the 
beginning,  but  many  changes  occurred  during 
the  period.  Important  new  plant  facilities  were 
completed  during  the  year,  including:  Foley’s 
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new  store,  garage,  and  warehouse  (see  page 
13);  a  substantial  space  addition  at  Abraham 
&  Straus  (see  page  16);  a  parking  garage  at 
Lazarus  ( see  page  17 ) ;  and  the  acquisition  of 
new  units,  further  described  in  Part  III.  The 
availability  of  these  new  facilities  without  any 
increase  in  plant  account  was  brought  about 
primarily  as  a  result  of  the  sale  of  the  Foley 
properties  for  $13,200,000  under  an  arrange¬ 
ment  whereby  Foley’s  simultaneously  signed 
a  lease  for  40  years  with  five  10-year  renewal 
options.  Likewise,  the  Lazarus  garage  was  sold 
at  its  cost  with  a  lease-back  arrangement 
which,  together  with  options,  insures  occu¬ 
pancy  for  88  years.  Since  we  were  able  to  ne¬ 
gotiate  for  continued  occupancy  at  low  cost, 
we  were  motivated  to  sell  these  properties  in 
order  to  free  capital  for  use  in  the  merchandis¬ 
ing  phases  of  our  business,  where  it  can  earn 
a  far  greater  return  than  is  possible  from  the 
simple  ownership  of  real  estate. 

We  also  completed  the  following  major  real 
estate  transactions  during  the  year. 

Filene’s  occupies  buildings  which  were  leased 
from  the  Business  Real  Estate  Trust.  This 
lease  was  to  expire  in  1966  and  contained  a 
provision  for  a  percentage  of  sales  commenc¬ 
ing  in  October,  1946,  which  would  have  sub¬ 
stantially  increased  the  rent.  This  provision 
prompted  us  to  purchase  the  shares  of  the 
Business  Real  Estate  Trust,  liquidate  the  com¬ 
pany,  sell  the  properties,  and  negotiate  with 
the  new  owner  a  30-year  lease  with  renewal 
options.  The  new  arrangement  results  in  a 
reduction  in  fixed  rent  amounting  to  $139,400 
in  the  first  year  and  a  total  of  $958,400  during 
the  unexpired  period  of  the  old  lease.  The 
elimination  of  percentage  rent  resulted  in  an 
additional  saving  of  approximately  $453,000 
in  the  first  year. 

Abraham  &  Straus  —  During  the  year,  Fed¬ 
erated  acquired  ownership  of  the  company 
which  owned  the  principal  part  of  the  real 
estate  occupied  under  lease  by  Abraham  & 


Straus.  We  subsequently  re-sold  the  landlord 
company  at  approximately  our  cost.  The  lease 
arrangement  negotiated  with  the  new  land¬ 
lord  provides  a  rent  reduction  aggregating 
$1,800,000  during  the  next  thirty  years.  An 
additional  saving  of  $16  million  will  be 
realized  during  two  ensuing  renewal  option 

No  tax  advantages  resulted  from  the  sale  of 
the  assets  described  above  because  these 
assets  were  sold  at  their  approximate  cost. 


LONG-TERM  DEBT  '  """‘T'J'J* 

F  was  reduced  by 

$8,879,000  during  1947.  The  January  31,  1948 
balance  of  $12,920,000  comprised  three  sepa¬ 
rate  borrowing  arrangements  at  an  average 
interest  rate  of  2.46%  per  annum  and  an  aver¬ 
age  maturity  of  8.5  years,  although  some  of 
the  debt  runs  as  long  as  17  years.  Agreements 
are  also  in  existence  permitting  the  borrowing 
of  $10  million  additional  from  banks  to  mature 
in  1956  under  an  arrangement  whereby  this 
sum  may  be  borrowed  as  needed  and  repaid 
on  a  revolving  basis. 

Subsequent  to  the  close  of  the  year  covered 
by  this  report,  arrangements  were  made  for 
the  private  placement  of  a  $15,000,000  note 
issue  subject  to  the  necessary  action  of  the 
Federated  preferred  stockholders.  The  notes 
are  to  mature  in  1968  with  a  sinking  fund  call¬ 
ing  for  gradually  increasing  payments  which 
will  completely  extinguish  them  by  maturity. 
The  interest  expense  is  to  be  3.18%  per  annum. 

The  primary  purpose  of  this  financing  is  to 
provide  funds  for  expansion.  While  the  three 
businesses  acquired  in  1947  were  purchased 
for  cash,  it  is  not  to  be  expected  that  all  acqui¬ 
sitions  will  be  cash  deals.  In  many  instances 
it  is  mutually  advantageous  to  acquire  new 
units  through  the  issuance  of  capital  stock. 
Nevertheless,  the  Board  of  Directors  felt  it 
advisable  to  raise  a  substantial  amount  of 
new  money  at  this  time  so  that  we  will  be  in 
a  position  to  negotiate  without  delay  for  de¬ 
sirable  acquisitions  by  payment  in  either  cash 
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or  stock,  depending  on  the  method  of  pay¬ 
ment  that  will  produce  the  most  advantageous 
results. 

^■■■■HBH^BBHBB^  $6  022  272  of 

RETAINED  EARNINGS  4 ,  “ 

BBBBBBBBBBBBP  the 

profit  was  retained  in  the  business  after  divi¬ 
dend  payments  and  minority  claims  on  earn¬ 
ings.  This  compares  with  $8,275,849°  credited 
to  surplus  at  the  close  of  the  preceding  year. 

‘Not  adjusted  for  Lifo  recomputation. 


EARNINGS  RETAINED 
DURING  EACH  OF  PAST  10  YEARS 

(See  footnotes  to  tables  on  page  27) 


1938  BB 

1939  BOB 

1940  BB 

1941  BB 

1942  BB 


Earnings  retained  in  the  business  in  each  of 
the  past  10  years  are  shown  in  the  chart  below. 
Since  1938,  a  total  of  $28,451,351°  has  been 
re-invested  in  the  business.  This  re-investment 
has  contributed  in  an  important  way  to  the 
expansion  and  improvement  that  has  taken 
place  in  recent  years. 

The  book  value  at  year  end  was  $24.78 
per  common  share.  Book  values  for  a  ten-year 
period  are  shown  in  the  chart  which  follows. 
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STORE 


©  Conveyor  belts  move  incoming  mef\ 
chandise  under  street,  from  receiving) 
platform  in  garage  to  marking  rooms 
-^(not  shown)  in  rear  of  basement^ 
Automatic  merchandise  lifts,  loacMg 
in  basement  marking  rooms,  discha 
merchandise,  unattended,  at  prpj 
floor  for  delivery  to  perimeter  stock 
rooms. 

©Reserve  stock  stored  adjacen 

selling  departments  as  opposed _ 

remote  stock  rooms  traditionally  used 
in  most  department  stores.  M 

^JOutgoing  merchandise  is  dropped. & 
in  chutes  which  connect  with  conveyor 
belts  in  basement. 

©  Conveyor  belts  from  package  chutes 
move  outgoing  merchandise  to  garage 

for  delivery  and  customer  pick  up. 


GARAGE 


Part 


SIGNIFICANT  DEVELOPMENTS 


The  completion 
of  the  new  Foley 
building  was  the  most  important  physical 
improvement  of  the  year.  The  many  compli¬ 
ments  received  on  opening  day  were  particu¬ 
larly  gratifying  because  of  the  difficulties  that 
had  beset  the  project  from  its  inception  in 
March  of  1946.  It  was  plagued  by  material 
shortages  and  by  a  protracted  strike  of  con¬ 
struction  workers,  and  building  costs  rose 
rapidly  so  that  the  final  cost  was  appreciably 
above  original  estimates.  We  are  glad  to  re¬ 
port,  however,  that  judging  from  its  opera¬ 
tions,  the  new  store  seems  to  be  amply  worth 
all  the  trouble  and  the  cost  of  its  creation. 

The  old  Foley  building  was  much  too  small 
for  the  volume  that  might  be  expected  in  a 
city  of  such  vitality  and  rapid  growth  as 
Houston,  and  its  location  was  not  of  the  best. 
The  new  building  corrects  this  and  gives 
Houston  a  store  of  the  size  and  quality  which 
it  deserves. 

Many  innovations  are  incorporated  in  the 
new  structure.  It  is  designed  to  facilitate  the 
flow  of  merchandise  into  and  out  of  the  store; 
to  eliminate  costly  and  repetitious  handling 
of  merchandise  within  the  store;  and  to  permit 
customers  to  go  to  and  from  their  destinations 
in  the  store  with  a  minimum  of  crowding,  con¬ 
fusion,  and  waste  motion  —  all  this,  of  course, 
to  the  end  that  the  store  will  give  better  service 


at  lower  cost.  These  are  some  of  the  innova¬ 
tions  in  which  you  may  be  interested: 

Perimeter  stock  rooms  designed  to  reduce  han¬ 
dling  costs  by  storing  forward  stocks  adjacent 
to  selling  departments; 

Merchandise  chutes  and  conveyor  belts  to 
facilitate  the  movement  of  incoming  and  out¬ 
going  merchandise; 

Automatic  merchandise  lifts  to  carry  specially 
designed  carts  to  selling  floors,  discharge  them, 
and  return  to  the  basement  unattended; 
Specially  designed  fixtures  which  hold  con¬ 
siderably  more  merchandise  than  the  average 
fixture.  The  articles  displayed  are  readily 
available  for  customer  inspection; 

Specially  designed  wrapping  desks  engineered 
to  accommodate  exact  sizes  of  bags,  boxes, 
and  paper  needed  for  the  new  “Clerk-wrap” 
procedures; 

Convenient  grouping  of  departments  by  fami¬ 
lies  of  goods; 

Excellent  vertical  transportation  by  centrally 
located  electric  stairways  that  carry  94.6^ 
of  the  traffic; 

Unusual  display  facilities  highlighted  by  an 
imposing  and  interesting  entrance; 

Complete  air  conditioning  throughout  the 
store  for  customers  and  employees; 

Improved  quality  and  uniformity  of  lighting; 
and 

Great  flexibility  for  growth  in  fixturing. 


THE  NEW  FOLEY’S 


Part  III  1947  Significant  Developments 


The  store  presented  a  great  opportunity  to 
incorporate  features  that  would  more  effi¬ 
ciently  care  for  customers  and  for  the  goods 
they  buy.  The  skill  and  the  experience  of 
all  of  the  managements  of  the  Federated  Stores 
contributed  substantially  to  a  successful  result. 
The  architects  and  designers  had  the  difficult 
job  of  creating  acceptable  and  attractive 
backgrounds  for  the  selling  of  merchandise 
within  the  framework  of  the  engineering 
objectives  that  had  been  set  as  the  primary 
necessity.  We  are  most  pleased  that  the  com¬ 
ments  regarding  the  store  are  favorable. 

There  were  several  upward  revisions  in  our 
estimate  of  the  volume  in  the  new  building. 
The  final  estimate,  made  just  before  the  store 
was  opened  in  October,  was  $22,000,000  for 


Hallihurtons,  Oklahoma  City 


the  first  12  months.  Judging  from  results  since 
the  opening,  this  estimate  was  low. 

HALLIBURTON’S  I  Halliburton’s,  a  50- 
year  old  institution 
and  third  largest  store  in  Oklahoma  City,  was 
acquired  by  Federated  in  August,  1947.  The 
store  is  completely  air-conditioned,  has  8 
floors  and  basement,  is  well  located,  and  is  in 
good  repair.  The  1946  volume  of  approxi¬ 
mately  $5  million  is  less  than  might  be  ex¬ 
pected  in  a  plant  containing  almost  100,000 
square  feet  of  floor  area. 

An  adjacent,  partially  completed  6-story 
structure  was  purchased  to  provide  for  future 
expansion  after  the  volume  potentials  of  the 
present  building  have  been  fully  developed. 

The  acquisition  of  Halliburton’s  represents 
a  further  step  toward  greater  geographic  di¬ 
versification  and  gives  Federated  its  second 
store  in  the  Southwest.  Oklahoma  City  is  the 
state  capital,  the  largest  city  in  Oklahoma,  and 
has  a  population  of  approximately  225, (K)(). 
Tulsa,  132  miles  distant,  is  the  onlv  other  city 
in  the  state  with  a  population  in  excess  of 
40,000.  The  economy  is  well  diversified  with 
agriculture,  oil,  and  wholesale  trade  of  major 
importance. 

MORE  BRANCHES  |  We  are  Pursu“8 

the  development  of  branch  outlets.  The  nature 
of  the  community  governs  our  approach.  In 
some  cities,  it  has  seemed  desirable  to  provide 
suburban  outlets  while  in  less  congested  areas 
we  have  taken  steps  toward  the  creation  of 
outlying,  statewide  branches.  (See  back 
cover. ) 

In  the  development  of  statewide  outlets, 
we  have  surveyed  numerous  communities 
within  a  radius  of  100  miles  of  the  parent  unit, 
ranging  in  size  from  15,000  to  75,000  popula¬ 
tion.  There  is  adequate  precedent  to  support 
the  belief  that  these  outlying  branches  will 
not  dilute  the  sales  in  the  main  store.  On  the 
contrary,  we  expect  main  store  activity  from 
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branch  store  towns  to  increase  somewhat  due 
to  customer  familiarity  with  the  lines  of  mer¬ 
chandise  carried  by  the  parent  store,  and  im¬ 
proved  good  will  through  local  daily  contact. 
In  addition,  the  strategic  location  of  branches 
will  extend  the  market  area  served  by  our 
stores  and  gain  new  customers  for  Federated 
in  branch  store  communities. 

Ware's  —  Another  store  was  added  to  the 
Federated  family  on  January  2,  1948,  when 
Bloomingdale’s  acquired  Wares,  the  leading 
department  store  in  New  Rochelle,  New  York. 
This  67  year  old  establishment  occupies  a 
building  which  was  extensively  improved  in 
1941.  It  will  be  further  remodeled  for  us  by 
the  landlord  and  re-fixtured  throughout  in 
order  to  provide  still  better  shopping  con¬ 
veniences.  New  Rochelle  is  a  suburban  com¬ 
munity  having  a  population  of  65,000  and 
serves  a  trading  area  of  some  250,000. 

Fresh  Meadow  —  A  second  Bloomingdale 
Branch  in  Fresh  Meadow,  Long  Island,  is 
scheduled  to  open  in  the  Spring  of  1949.  This 
branch  will  be  midway  between  the  grow¬ 
ing  communities  of  Flushing  and  Jamaica. 
Fresh  Meadow  is  near  the  center  of  the  Bor¬ 
ough  of  Queens,  which  has  enjoyed  substan¬ 
tial  growth  in  recent  years. 

The  branch  will  be  served  bv  busses  con¬ 
necting  with  all  subways  as  well  as  the  Long 
Island  Railroad.  The  New  York  Life  Insurance 
Company  has  a  housing  project  under  con¬ 
struction  on  adjacent  land  which  will  furnish 
homes  for  3,000  families. 

Peck's  —  Filenes,  our  New  England  unit,  has 
had  suburban  stores  in  Belmont,  Wellesley, 
Winchester,  Hyannis  (Cape  Cod),  North¬ 
ampton  and  South  Hadley  for  many  years  and 
operates  outlying  branches  at  Worcester, 
Mass,  and  Portland,  Maine.  On  March  1, 1947, 
Filenes  acquired  the  B.  Peck  Co.  in  Lewiston, 
Maine,  located  on  the  Androscoggin  River 
35  miles  north  of  Portland. 


Pecks  is  the  second  largest  department 
store  in  the  state  of  Maine.  It  is  a  dominant 
store  occupying  a  4-story  and  basement  build¬ 
ing  and  serves  the  twin  cities  of  Lewiston  and 
Auburn  and  a  30-mile  area  including  the  cap¬ 
ital  city  of  Augusta. 

Central  Ohio  —  Our  branch  store  program 
was  further  accelerated  in  1947  by  the  pur¬ 
chase  or  lease  of  three  pieces  of  property  in 
Central  Ohio  communities  falling  within  the 
Lazarus  trading  area.  A  site  was  purchased 
for  future  development  in  Newark,  Ohio,  a 
city  of  37,000  located  33  miles  east  of  Colum¬ 
bus.  In  Marion,  Ohio,  a  city  of  35,000  located 
44  miles  from  Columbus,  Lazarus  bought  a 
well-located  lot  containing  a  small  rental  prop¬ 
erty  which  is  to  be  razed.  A  5-story  and  base¬ 
ment  building,  suitable  for  department  store 
purposes,  was  leased  for  a  future  Lazarus 
Branch  in  Lima,  Ohio,  a  thriving  industrial 
community  of  53,000  located  91  miles  from 
Columbus. 

Southern  Ohio  —  Shillito’s,  the  Federated 
unit  in  Cincinnati,  is  completing  arrange- 
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ments  for  its  first  branch  store,  which  is  to  be 
located  in  Hamilton,  Ohio.  Hamilton  is  an  in¬ 
dustrial  community  of  55,000  located  21  miles 
from  downtown  Cincinnati.  Butler  County,  in 
which  Hamilton  is  located,  has  a  population 
of  139,000.  Substantial  postwar  additions  to 
industrial  employment  will  accelerate  the 
growth  pattern  of  the  community. 

IMPROVEMENTS  &  EXPANSIONS 

New  A.  &  S.  Building  —  The  Annual  Report 
for  1946  called  attention  to  the  fact  that  the 
new  8-story  and  2-basement  building  then 
under  construction  was  nearing  completion. 
This  building  was  fully  occupied  in  early  1947. 


It  adds  147,000  square  feet  to  total  space  and 
increases  selling  space  by  18%.  The  four  build¬ 
ings  (see  diagram)  occupied  by  A.  &  S.  were 
built  at  different  dates.  The  new  building  re¬ 
places  a  5-story  structure  built  in  1879. 

The  expansion  through  the  years  had  re¬ 
sulted  in  a  plant  which  was  inefficient  in  many 
respects.  Furthermore,  the  growth  of  the  busi¬ 
ness  made  further  expansion  desirable.  The 
new  construction  has  made  possible  substan¬ 
tial  future  improvements  in  efficiency  and  the 
additional  selling  space  has  permitted  the 
expansion  of  departments  throughout  the  en¬ 
tire  store. 

The  expanded  Furniture  Department  is  out¬ 
standing  in  size,  selection  and  character,  and 
is  receiving  the  customer  support  that  it  de¬ 
serves.  The  new  Music  Center  was  introduced 
to  the  public  by  an  opening  concert  featur¬ 
ing  well-known  Metropolitan  artists.  The  5th 
floor  is  featured  as  the  “Floor  for  Better  Liv¬ 
ing”  and  contains  the  Housewares,  Major 
Appliances,  China  and  Glassware,  and  Silver 
Departments.  The  Ready-to-Wear  Depart¬ 
ments  are  double  their  former  size. 

The  9th  floor  is  devoted  entirely  to  em¬ 
ployee  activities  and  offers  ample  opportunity 
for  relaxation  during  regularly  scheduled  rest 
periods.  Off-street  loading  platforms  and  new 
freight  elevators  have  greatly  facilitated  the 
receipt  and  distribution  of  incoming  merchan¬ 
dise  and  much  forward  stock  is  now  stored  di¬ 
rectly  beneath  basement  and  main  floor  sell¬ 
ing  departments,  making  it  possible  to  service 
these  departments  by  dumbwaiters  in  a  great 
many  instances.  Escalators,  which  originallv 
ran  only  to  the  6th  floor,  were  extended  to 
the  8th  floor  and  many  irregular  floor  levels 
in  the  various  buildings  were  brought  to  the 
same  level. 

A.  &  S.  characterizes  itself  in  current  adver¬ 
tising  as  “The  Store  With  The  New  Look.” 
While  this  aptly  describes  the  change  to  the 
public,  we  look  with  greater  interest  to  the 
improved  opportunities  for  sales  and  efficient 
service. 
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Other  Improvements  —  Modernization  pro¬ 
grams  were  also  undertaken  in  our  other  stores. 
These  improvements  included  the  installation 
of  electric  stairways  at  Lazarus,  thus  provid¬ 
ing  badly  needed  vertical  transportation;  the 
utilization  of  70,000  additional  square  feet  of 
space  at  Shillito’s,  which  was  gained  with  the 
completion  of  the  new  garage;  and  the  open¬ 
ing  of  the  “French  Shop”  in  a  selling  area  at 
Filene’s,  which  gives  them  the  much  needed 
facility  for  the  coordinated  sale  of  exclusive 
apparel,  shoes,  accessories  and  millinery.  Two 
of  Filene’s  largest  branch  stores,  located  in 
Wellesley  and  Worcester,  completed  doubling 
their  size  in  the  Spring  of  1948  and  were  com¬ 
pletely  modernized. 


our  stores  in  Cincinnati,  Columbus,  and  Hous¬ 
ton,  are  now  in  operation,  and  furnish  excel¬ 
lent  parking  facilities  for  our  customers  in 
these  cities. 

The  1,100  car  Shillito  garage  in  Cincinnati 
was  opened  in  late  1946  and  handled  over 
398,000  cars  during  the  first  year  of  operation. 
The  500  car  garage  at  Foley’s  was  opened  to 
the  public  in  November,  1947,  and  the  750  car 
garage  at  Lazarus  was  opened  in  December, 
1947. 

Sales  areas  devoted  to  automobile  appli¬ 
ances  and  accessories  are  an  integral  part  of 
each  garage. 


Garages  located  adjacent  to  our  stores  offer  convenient  parking. 


Part  IV 


ACTIVITIES  AT  HEADQUARTERS 


Plans  for  expanding  the  administrative  func¬ 
tions  of  Federated  were  formally  approved  at 
the  regular  meeting  of  the  stockholders  held 
in  July,  1945.  The  corporation  offices  were 
moved  to  Cincinnati  in  November  of  that  year, 
and  the  development  of  an  organization  to 
carry  on  a  more  dynamic  program  was  be¬ 
gun.  By  February  1,  1947,  the  administrative 
group  was  substantially  complete. 

The  plan  contemplated  the  assignment  of 
full-time  executives  to  (1)  acquisition,  (2) 
financial  matters,  (3)  planning  and  research, 
and  (4)  the  coordination  and  review  of  the 
operations  of  Federated  and  its  subsidiaries. 
In  performing  these  functions,  this  group  is 
not  involved  in  the  day-to-day  operating  prob¬ 
lems  in  the  stores.  A  report  of  some  experiences 
during  1947  is  indicative  of  the  activities 
carried  on  at  headquarters. 

This  division  has  for  an 
objective  the  develop¬ 
ment  of  an  aggressive, 
nationwide  acquisition  program  to  fit  in  with 
the  long-range  plans  of  Federated.  We  believe 
that  we  have  in  our  stores  the  trained  person¬ 
nel  and  techniques  required  in  the  successful 
operation  of  additional  department  stores, 
and  we  desire  to  use  these  in  a  manner  that 
will  spread  our  risks  geographically  over  the 
country  and  increase  our  earnings.  This  diver¬ 


sification  will  include  the  acceptance  of  op¬ 
portunities  to  enlarge  our  representation  in 
the  areas  that  we  serve  at  present. 

Surveys  of  many  communities  have  been 
carefully  developed  so  that  Federated  has  now 
evaluated  the  country  geographically  as  to  the 
relative  potentials  of  growth  and  profit  in  dif¬ 
ferent  sections.  Halliburton  s,  in  Oklahoma 
City,  was  acquired  as  of  August  1,  1947,  and 
is  now  being  operated  as  a  division  of  Feder¬ 
ated.  In  addition,  a  branch  store  program  has 
been  projected,  and  careful  studies  have  been 
made  of  many  communities  surrounding  our 
present  stores. 

Development  of  a  co¬ 
ordinated,  integrated  op¬ 
eration  of  financial,  ac¬ 
counting,  tax  and  legal  functions  progressed 
far  during  the  year.  Among  the  year’s  financial 
activities  were  the  financing,  sale  and  lease  of 
the  new  Foley  store,  garage  and  warehouse; 
disposition  of  the  investment  in  Filene’s  land¬ 
lord  company  concurrent  with  the  negotiation 
of  a  new  lease;  purchase  and  re-sale  of  the 
Abraham  &  Straus  landlord  company  resulting 
in  an  improved  lease;  sale  and  lease  of  the 
Lazarus  garage;  arrangements  for  the  sale  of 
instalment  receivables;  effecting  a  new  bank 
term-loan;  analysis  of  acquisition  possibilities; 
and  the  closing  of  the  Halliburton  purchase. 


ACQUISITION 

DIVISION 


TREASURER’S 

DIVISION 
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Coordinated  accounting  procedures  and  re¬ 
ports  have  been  furthered,  and  one  firm  of 
independent  public  accountants  has  been  en- 
aged  to  audit  all  units  in  lieu  of  the  three 
rms  previously  used. 

Tax  and  Legal  departments  were  estab¬ 
lished  as  full-time  corporation  activities,  which 
have  aided  us  in  taking  advantage  of  new 
opportunities  for  economies  and  improved 
results. 

We  have  also  arranged  to  make  information 
regarding  the  company  more  readily  available 
to  the  public,  to  stockholders  and  to  prospec¬ 
tive  stockholders. 

A  thorough  study  of  economic 
trends  by  geographic  areas 
and  selected  communities 
preceded  the  surveys  by  our  Acquisition  Divi¬ 
sion.  These  studies  are  currently  maintained 
for  communities  in  which  we  are  interested 
and  are  of  substantial  assistance  in  our  nego¬ 
tiations  and  decisions. 

In  addition,  the  Research  Division  reviews 
and  is  currently  in  touch  with  economic  trends 
and  statistics  bearing  on  conditions  that  affect 
the  well  being  of  our  stores.  Reports  are  con¬ 


tinuously  furnished  so  that  there  may  be  a 
realistic  determination  of  policy  regarding 
stocks,  commitments  and  sales  potentials. 

The  third  function  of  the  Research  Division 
is  to  review  continually  the  statistical  aspects 
of  the  operations  of  the  stores,  pointing  out 
to  store  managements  possible  areas  of  in¬ 
vestigation  that  may  offer  opportunities  for 
improvement. 

The  Operations  Division 
is  in  continuous  contact 
with  our  stores  on  all 
phases  of  their  operations.  New  acquisitions 
become  the  special  responsibility  of  this  divi¬ 
sion  until  management  has  been  able  to 
integrate  its  activities  with  those  of  the  other 
Federated  units. 

Studies  in  marking,  receiving,  stock  move¬ 
ment,  wrapping  and  packing,  and  the  utiliza¬ 
tion  of  salespersons’  time  have  been  under¬ 
taken  in  conjunction  with  die  stores  in  order 
to  develop  lower  costs  and  better  service  to 
customers.  As  soon  as  reduced  costs  are 
assured,  the  other  stores  become  acquainted 
with  and  adapt  these  new  practices  to  their 
purposes. 


RESEARCH 

DIVISION 


OPERATIONS 
DIVISION 


Respectfully  submitted 


President 


By  order  of  the 
Board  of  Directors 
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Comparative  Consolidated  Balance  Sheet 


ASSETS 


JANUARY  31, 
1948 

CURRENT  ASSETS: 

Cash .  $  10,577,529 

United  States  Government  securities .  440,485 

Accounts  receivable  —  retail  customers: 

Thirty-day  charge  accounts,  less  reserves  of  $806,073 
and  $717,210  20,258,211 

Revolving  budget  accounts  —  individual  credit  limits 
payable  over  specified  number  of  months  ( not  over 
one  year),  less  reserves  of  $573,508  and  $235,481  .  10,956,346 

Other  instalment  accounts  ( See  Note  1 ) .  1,464,634 

Accounts  receivable  —  sundry .  1,986,026 

Merchandise  inventories  (See  Note  2) .  27,976,765 

Refundable  federal  taxes  on  income  ( See  Note  2)  .  .  .  3,179,603 

Prepaid  expenses  —  supplies,  insurance,  taxes,  etc.  .  .  2,065,285 

TOTAL  CURRENT  ASSETS .  $  78,904,884 


OTHER  ASSETS: 

Investment  in,  and  advance  to,  real  estate  subsidiary  not 
consolidated  —  at  cost .  $ 

Real  estate  not  used  in  operations  —  at  cost  less  deprecia¬ 


tion  .  1,426,735 


Miscellaneous . 

—  > >  * 

823,399 

$ 

2,250,134 

PROPERTY  AND  EQUIPMENT  (See  accompanying  state¬ 
ment  ) . 

$  33,078,834 

DEFERRED  CHARGES 

$ 

79,782 

GOODWILL  —  at  nominal  amount . 

$ 

7 

$114,313,641 

FEBRUARY  1, 
1947 


$  8,636,713 
4,767,634 

17,853,763 

4,474,133 
3,724,332 
1,357,677 
28,500,143 
2,283,396 
1,965,331 
$  73,563,122 


$  4,154,176 

834,284 
1,089,902 
$  6,078,362 

$  28,581,653 
$  84,870 

$  4 

$108,308,011 
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LIABILITIES 


JANUARY  31. 
1948 

CURRENT  LIABILITIES: 

Notes  payable  to  banks  and  long-term  debt  due  within 


one  year .  $  1,354,538 

Accounts  payable  —  trade .  13,273,600 

Accounts  payable  —  sundry .  1,793,012 

Salaries  and  wages .  1,667,384 

Federal  taxes  on  income,  less  tax  notes  of  $1,135,302  and 
$6,521,245  6,503,601 

Miscellaneous  accrued  liabilities .  1,641,453 

TOTAL  CURRENT  LIABILITIES .  $  26,233,588 

LONG-TERM  DEBT,  due  after  one  year  to  1965  ....  $  12,920,462 

RESERVES: 

For  possible  assessment  of  taxes  for  prior  years  ....  $  1,496,454 

For  warrants .  36,210 

Miscellaneous .  371,551 

$  1,904,215 

MINORITY  INTERESTS  IN  CAPITAL  STOCK  AND 
SURPLUS  OF  SUBSIDIARIES .  $  2,315,361 

CAPITAL  STOCK  AND  SURPLUS: 

Preferred  stock,  4U%  cumulative  (See  Note  3)  .  ...  $  12,602,500 

Common  stock  (See  Note  4) .  11,770,065 

Capital  from  conversion  of  preferred  into  common  shares  — 

Paid-in  surplus .  15,081,988 

Earned  surplus .  31,485,462 

$  70,940,015 

$114,313,641 


FEBRUARY  1, 
1947 


$  304,000 

9,217,129 

I, 700,101 
1,635,440 

2,208,167 
1,626,383 
$  16,691,220 
$  21,799,200 

$  1,379,383 

46,780 
 406,861 

$  1,833,024 

$  2,288,393 

$  12,861,000 

II, 972,402 
116,250 

14,952,688 
25,793,834 
$  65,696,174 
$108,308,011 
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Comparative  Consolidated  Profit  and  Loss 


FIFTY-TWO  WEEKS  ENDED 


JANUARY  31, 

1948 

FEBRUARY  1, 
1947 

Net  retail  sales  (including  sales  of  leased  departments)  . 

$304,720,671 

$265,412,038 

Deduct: 

Cost  of  goods  sold  and  expenses,  exclusive  of  items  listed 
below . 

$277,165,858 

$238,862,811 

Maintenance  and  repairs . 

4,141,195 

2,669,353 

Depreciation  and  amortization . 

1,567,738 

1,228,062 

Rentals . 

2,756,875 

2,365,559 

Interest  and  debt  expense . 

686,911 

578,129 

$286,318,577 

$245,703,914 

$  18,402,094 

$  19,708,124 

Other  income  —  net: 

Gain  or  loss0  on  disposition  of  real  estate  and  of  invest¬ 
ments  in  real  estate  subsidiaries . 

$  226,111° 

$  876,512 

Miscellaneous  other  income . 

177,258 

542,882 

$  48,853° 

$  1,419,394 

Profit  before  provision  for  federal  taxes  on  income  .  .  . 

$  18,353,241 

$  21,127,518 

Provision  for  federal  taxes  on  income . 

7,625,000 

8,829,506 

Net  profit . 

$  10,728,241 

$  12,298,012 

Portion  of  net  profit  applicable  to  minority  interests  in 
subsidiary  companies . 

334,039 

439,244 

Net  profit  applicable  to  shares  of  parent  company  .  .  . 

$  10,394,202 

$  11,858,768 

0  Contra. 
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Comparative  Consolidated  Surplus 


FIFTY-TWO  WEEKS  ENDED 


PAID-IN  SURPLUS: 

Balance,  beginning  of  period . 

JANUARY  31, 

1948 

$14,952,688 

FEBRUARY  1, 
1947 

$12,358,940 

Add: 

Excess  of  book  value  of  subsidiaries'  securities  ac¬ 
quired,  over  stated  value  of  parent  company's  stock 
issued  in  exchange  therefor  or  cash  paid  ( including 
adjustments  applicable  to  prior  years ) . 

111,048° 

2,394,354 

Credit  from  termination  of  stock  purchase  plan  (See 
Note  4) . 

154,120 

Credit  with  respect  to  warrants  exercised . 

55,694 

234,033 

Capital  from  conversion  in  prior  years  of  preferred 
into  common  shares,  transferred  to  surplus  as  now 
authorized  by  stockholders . 

116,250 

Premium  on  repurchase  of  preferred  stock  .... 

4,213° 

34,639' 

Excess  of  cost  of  treasury  common  stock  repurchased 
over  its  stated  value . 

81, .503° 

_ 

Balance,  end  of  period . 

$14,952,688 

EARNED  SURPLUS: 

Balance,  beginning  of  period . 

$25,793,834 

$17,066,580 

Add: 

Net  profit  for  period . 

10,394,202 

11,858,768 

Reserve  of  subsidiary  for  contingencies  deducted  from 
earned  surplus  in  prior  years,  added  back  .... 

_ 

451,405 

Deduct: 

Dividends  on  4U%  preferred  stock  —  quarterly  divi¬ 
dends  of  $1.0625  each . 

$36,188,036 

$  543,861 

$29,376,753 

$  546,609 

Dividends  on  common  stock  —  $1,625  and  $1.3125  per 
share,  respectively . 

3,828,069 

3,036,310 

Adjustments  applicable  to  prior  years: 

Recomputation  of  Lifo  inventories  (See  Note  2)  . 

47,909 

Others  —  to  bring  accounts  of  subsidiaries  to  a  uni¬ 
form  basis . 

240,988 

Excess  of  cost  of  capital  stock  of  new  subsidiary  over 
its  net  assets . 

41,747 

Balance,  end  of  period . 

$  4,702,574 
$31,485,462 

$  3,582,919 
$25,793,834 

°  Contra. 
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Property  and  Equipment 


JANUARY  31,  1948: 

Land . 

Buildings  substantially  all  on  owned  land 

Buildings  on  leased  land,  improvements  to 
leased  properties,  and  leaseholds  .  .  . 

Store  fixtures  and  equipment . 

FEBRUARY  1,  1947: 

Land . 

Buildings  substantially  all  on  owned  land 

Buildings  on  leased  land,  improvements  to 
leased  properties,  and  leaseholds  .  .  . 

Store  fixtures  and  equipment . 


COST,  LESS 
WRITE-DOWN 

RESERVE  FOR 
DEPRECIATION 

NET 

$  4,637,524 

$ 

$  4,637,524 

9,861,169(a) 

3,375,983 

6,485,186 

18, 842, 992(b) 

6,425,744 

12,417,248 

12,792,903 

3,254,027 

9,538,876 

$46,134,588 

$13,055,754 

$33,078,834 

$  6,446,772 

$ 

$  6,446,772 

10,355, 175(a) 

3,557,995 

6,797,180 

17, 123.541(b) 

6,058,642 

11,064,899 

8,978,774 

4,705,972 

4,272,802 

$42,904,262 

$14,322,609 

$28,581,653 

After  write-downs  as  of  January  31,  1933  as  follows: 

(a)  $  96,171. 

(b)  1,217,441. 
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Notes  to  Financial  Statements 


1.  During  the  year  ended  January  31,  1948  a  plan  of  selling  instalment  accounts  (other  than  revolving 
credit  accounts)  to  banks  was  instituted.  The  balances  due  are  as  follows: 

JANUARY  31,  FEBRUARY  1, 


1948  1947 

Balances  sold . $5,795,740  $  — 

Equity  therein . $  579,574  $ 

Balances  not  sold .  1,607,592  4,064,964 

Total . $2,187,166  $4,064,964 

Less  reserves .  722,532  340,632 

Net . $1,464,634  $3,724,332 


2.  During  the  year  ended  January  31,  1942,  the  companies  adopted  the  last-in  first-out  (LIFO)  inventory 
basis  using  an  index  of  retail  prices.  At  that  time  the  Bureau  of  Internal  Revenue  took  the  position  that  the 
use  of  the  LIFO  basis  was  not  available  to  taxpayers  whose  inventories  were  determined  by  the  retail 
inventory  method.  The  companies,  nevertheless,  continued  to  determine  profits  and  file  tax  returns  on  the 
LIFO  basis,  and  they  were  of  the  opinion  that  the  disallowance  of  that  basis  by  the  Bureau  of  Internal 
Revenue  was  contrary  to  the  provisions  of  the  Internal  Revenue  Code.  On  January  14,  1947,  the  Tax  Court 
of  the  United  States  decided  that  retail  stores  may  use  the  LIFO  basis.  In  March,  1948,  the  Treasury 
Department  acquiesced  in  this  decision  by  issuing  regulations  for  use  by  retailers  of  such  basis.  Those 
regulations,  however,  provided  for  the  use  of  a  different  index  of  retail  prices  and  required  changes  to  be 
made  in  the  method  of  computation.  The  inventories  at  January  31,  1948  were  computed  in  accordance 
with  those  regulations  and  recomputations  were  made,  as  required,  of  inventories  and  federal  and  state 
taxes  for  prior  years. 

As  heretofore,  the  retail  method  of  inventories  was  used,  in  the  main,  for  both  LIFO  and  FIFO  purposes. 
Of  the  total  inventory  of  $27,976,765  at  January  31,  1948,  $21,814,363  is  stated  on  the  LIFO  basis,  which 
is  lower  than  market,  and  $6,162,402  is  stated  on  the  FIFO  basis  at  cost  or  market  whichever  lower. 

The  recomputations  made  in  accordance  with  the  new  regulations  resulted  in  adjustments  of  figures 
previously  published  for  the  seven  years  ended  February  1,  1947  as  follows:  (1)  A  decrease  of  $717,703 
in  profits  before  federal  and  state  taxes;  (2)  a  decrease  of  $686,218  in  federal  and  state  taxes;  and  (3) 
an  increase  of  $16,424  in  net  profit  applicable  to  minority  interests  in  subsidiaries.  The  resultant  decrease 
of  $47,909  in  net  profit  applicable  to  common  shares  of  the  parent  company  was  deducted  from  earned 
surplus. 

The  resultant  decrease,  in  turn,  is  divisible  into  a  decrease  of  $232,223  for  the  six  years  ended  February 

2,  1946  and  an  increase  of  $184,314  for  the  year  ended  February  1,1947.  The  figures  in  the  accompanying 
statement  of  profit  and  loss  for  the  latter  year  are  as  previously  published  and  they  have  not  been  modified 
to  give  effect  to  this  increase. 

Prior  to  the  decision  by  the  Treasury  Department  permitting  the  use  by  retailers  of  the  LIFO  basis  of 
valuing  inventories,  subsidiaries  had  made  some  payments  of  tax  and  interest  on  the  FIFO  basis  pending 
final  settlement  of  the  controversy  and  these  payments,  as  now  adjusted,  are  shown  in  the  balance  sheet  as 
'‘Refundable  federal  taxes  on  income”. 

3.  At  each  date,  200,000  preferred  shares  of  the  par  value  of  $100  per  share  were  authorized  and  154,950 
shares  were  issued.  Of  these  shares,  26,340  had  been  repurchased  and/or  retired  to  February  1,  1947  and 
28,925  to  January  31,  1948,  leaving  outstanding  128,610  shares  and  126,025  shares  at  the  respective  dates. 
The  preferred  stock  is  redeemable  at  $104  per  share.  Each  share  is  entitled  to  two  votes. 

On  or  before  June  1st  of  each  year,  the  Company  is  required  to  expend  for  the  repurchase  of  its  4%% 
preferred  stock  the  greater  of  (a)  $140,000  or  (b)  3%  of  the  consolidated  net  earnings  for  the  preceding  fiscal 
year  after  deducting  taxes  and  accrued  preferred  dividends.  The  repurchases  to  January  31,  1948  exceed 
by  $634,799  the  requirements  to  June  1,  1948. 
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4.  Of  the  4,000,000  authorized  shares  of  no  par  common  stock  (stated  value  of  $5.  per  share  as  fixed  by 
the  Board  of  Directors)  there  were  issued  and  outstanding  shares  as  follows: 


JANUARY  31,  1948  FEBRUARY  1,  1947 

SHARES  AMOUNT  SHARES  AMOUNT 

Fully-paid  shares  issued  ....  2,358,513  $11,792,565  2,339,835  $1 1,699,175 

Partly-paid  shares  under  stock 

purchase  plan .  —  —  94,500  273,227 

Treasury  stock .  4,500°  _ 22,500°  — 

Outstanding .  2,354,013  $11,770,065  2,434,335  $11,972,102 

°  Contra 


There  were  reserved  for  issuance  32,836  shares  for  outstanding  warrants  and  99,441  shares  for  exchange 
for  outstanding  minority  interests  in  common  stocks  of  subsidiaries. 

The  stock  purchase  plan  providing  for  purchases  of  250,000  shares  of  common  stock  of  the  Company 
by  certain  executives  of  the  Company  and  its  subsidiaries  was  terminated  in  December,  1947.  At  that  time, 
9,350  shares  had  been  fully  paid  for  and,  pursuant  to  the  termination  provisions  of  the  plan,  one-half  of  that 
number,  or  4,675  fully-paid  shares,  were  issued  to  the  purchasers.  Paid-in  surplus  was  increased  by  $154,120 
representing  the  difference  between  the  amounts  received  from  the  executives,  less  expenses,  and  the  $5. 
per  share  that  was  credited  to  capital. 

5.  The  parent  company  has  an  obligation  to  purchase  notes  payable  of  another  issuer  of  $1,980,000  and  it 
has  guaranteed  notes  payable  of  another  issuer  of  $500,000;  these  would  come  into  effect  only  if  two  of 
the  subsidiaries  failed  to  meet  their  rental  obligations. 


TOUCHE,  NIVEN,  BAILEY  &  SMART 

CERTIFIED  PUBLIC  ACCOUNTANTS 

233  BROADWAY,  NEW  YORK  7,  N.Y. 

Board  of  Directors  and  Stockholders,  April  16,  1948 

Federated  Department  Stores,  Inc., 

Cincinnati,  Ohio. 

We  have  examined  the  consolidated  balance  sheet  of  Federated  Department  Stores,  Inc. 
and  its  subsidiaries  as  of  January  31, 1948,  and  the  consolidated  statements  of  profit  and  loss 
and  surplus  for  the  52  weeks  then  ended,  have  reviewed  the  systems  of  internal  control  and 
the  accounting  procedures  of  the  companies  and,  without  making  a  detailed  audit  of  the 
transactions,  have  examined  or  tested  accounting  records  of  the  companies  and  other  sup¬ 
porting  evidence,  by  methods  and  to  the  extent  we  deemed  appropriate.  Our  examination 
was  made  in  accordance  with  generally  accepted  auditing  standards  and  included  all  pro¬ 
cedures  which  we  considered  necessary  in  the  circumstances. 

In  our  opinion,  the  accompanying  balance  sheet  and  related  statements  of  profit  and  loss 
and  surplus  present  fairly  the  consolidated  position  of  Federated  Department  Stores,  Inc. 
and  its  subsidiaries  at  January  31,  1948,  and  the  consolidated  results  of  their  operations  for 
the  52  weeks  then  ended,  in  conformity  with  generally  accepted  accounting  principles 
applied  on  a  basis  consistent  with  that  of  the  preceding  year. 

TOUCHE,  NIVEN,  BAILEY  &  SMART 
Certified  Public  Accountants. 


Balance  Sheet  Highlights 


Yearf 

Working 

Capital 

Land,  Buildings  & 
Equipment,  Net 
of  Reserves 

Long-Term  Debt 

Preferred  Stock 

Minority  Interests 
in  Subsidiaries 

Common  Stock¬ 
holders’  Equity 

1938 

$26,601,101 

$26,822,655 

$11,025,200 

$11,765,000 

$7,994,486 

$24,636,258 

1939 

26,054,743 

26,368,120 

9,583,360 

11,225,000 

8,062,698 

25,421,592 

1940 

28,292,487 

26,012,561 

10,295,413 

10,935,000 

7,493,094 

27,520,596 

1941 

29,413,127 

26,212,294 

10,980,183 

10,495,000 

6,974,360 

29,328,539 

As  at 
July  31tt 

1942 

38,358,609 

26,173,942 

20,414,016 

10,275,000 

6,971,242 

29,361,912 

1943 

33,270,318 

25,131,836 

12,789,897 

9,781,000 

7,029,563 

31,880,666 

1944 

33,840,949 

24,468,382 

12,783,868 

9,711,000 

7,055,468 

33,827,511 

1945 

47,097,865 

23,092,403 

15,999,500 

12,861,000 

7,298,191 

37,886,873 

Yeart 

1945 

48,414,204 

24,050,710 

16,234,000 

12,861,000 

5,886,415 

40,186,496 

1946 

56,871,902 

29,415,937 

21,799,200 

12,861,000 

2,288,393 

52,835,174 

1947 

52,671,296 

34, .505, 569 

12,920,462 

12,602,500 

2,315,361 

58,337,515 

Sales  —  Earnings  —  Dividends 


Yearf 

Net  Sales 

Profit  Before 
Federal 

Taxes  on  Income+ 

Net  Profit 
Applicable  to 
Snares  of 

Parent  Company^ 

Net  Profit 

Per  Share  of 
Common  Stock 
of  Parent  Company0 §+ 

Dividends 

Per 

Common 

Share0 

1938 

$105,908,984 

$  3,962,464 

$  2,756,223 

$1.22 

$  .62)1 

1939 

110,114,135 

4,820,796 

3,286,287 

1.52 

.62)1 

1940 

114,657,245 

4,994,337 

3,192,100 

1.45 

.75 

1941 

131,427,879 

6,793,092 

2,972,381 

1.32 

.75 

1942 

142,540,112 

8,673,175 

3,041,455 

1.36 

.75 

1943 

163,395,293 

13,894,861 

3,888,543 

1.78 

.72K 

1944 

182,269,101 

18,384,196 

4,219,171 

1.88 

.75 

1945 

200,900,942 

19,692,177 

4,969,248 

2.13 

.75 

1946 

265,412,038 

21,456,113 

12,043,308 

4.89 

1.31)1 

1947 

304,720,671 

18,353,241 

10,394,202 

4.18 

1.62)1 

0  Adjusted  to  reflect  2  for  1  split  on  August  1,  1946. 

§Calculated  on  number  of  shares  outstanding  at  end  of  year  entitled  to  receive  dividends  for  all  years  other  than  1947 ; 
average  for  year  used  for  1947. 

fEnded  on  following  January  31  or  nearest  Saturday  thereto. 
t+Or  nearest  Saturday  thereto. 

■♦■Figures  previously  reported  for  the  years  from  1941  through  1946  inclusive  have  been  adjusted  to  reflect  the  recompu¬ 
tation  of  Lifo. 


3n  Memoriam 


SIMON  LAZARUS 

1882-1947 


Resolution  of  the  Board  of  Bircctors  of  Simon  Lazarus,  a  valued  member  of 
federated  Bepartmcnt  Stores,  3nc.:  this  Board,  died  on  December  21, 1947. 

He  was  one  of  the  founders  of  this  company,  a  director  since  its  organization,  and 
for  many  years  its  Vice  President.  Whatever  he  undertook  lie  did  devotedly,  ably 
and  good  naturedly.  We,  who  worked  with  him  on  the  Board  of  Directors  of 
Federated  Department  Stores,  Inc.,  derived  enjoyment  and  profit  from  our  asso¬ 
ciation  with  him.  He  was  our  friend,  as  he  was  of  all  with  whom  he  came  in 
contact.  We  shall  miss  him. 


Januan  7,  1948 
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